
5 Pension Myths vs. Facts
Act 120 of 2010 solved the problem of growing debt for teacher and  
state worker pensions.

FACT: The Pennsylvania State Education Association, for example, claims Act 
120 fixed our pension crisis by lowering upcoming pension costs.1 But there are 
problems with this claim: First, it ignores a dramatically underfunded system. We’re 
already over $40 billion in debt, which will require higher taxes to pay off.

Second, the claim assumes that we’ll get phenomenal returns on the stock market. 
But when pension fund officials lowered the expected rate of return from 8% to a 
still improbable 7.5% for public school and state employee pension systems, that 
simple adjustment added another $5.5 billion to Pennsylvania’s pension shortfall.2 

Finally, Act 120 pushes costs into future years, burdening taxpayers and our 
children, just as previous laws delayed funding of our pension systems.

Defined benefit pension plans are better for taxpayers than defined  
contribution plans.

FACT: A defined benefit plan guarantees a worker a set level of yearly income after 
he or she retires. That income comes from employee contributions and investment 
returns, with the remainder covered by taxpayers—the “employer” for public school 
and state workers. If the first two fall short, then taxpayers have to foot the bill, 
which is now rising fast for Pennsylvania.

Defined benefit plans encourage lawmakers to play politics with workers’ 
pensions, increasing benefits for current worker in good times (regardless of 
whether the benefits are affordable in the long run) and pushing costs off to future 
taxpayers in bad times.3 By contrast, defined contribution plans—which require 
a set contribution from employers and employees every month—make pension 
benefits predictable for taxpayers and workers.

Defined contribution, or 401(k) plans, don’t provide for an adequate retirement.

FACT: Depending on plan design, 401(k) plans can be very generous, just as some 
pension plans are more generous for retirees than others. 401(k)s can provide a 
substantial replacement income at retirement when workers invest their entire 
careers. Evidence showing lower 401(k) income is based largely on workers who 
participated for only part of their careers.4

Workers also gain more control with an individual 401(k) plan than with a single, 
collective pension fund the state manages and to which everyone contributes. As 
a worker, you own your 401(k) plan, which is portable when moving jobs, and you 
can pass the assets down to your children or heirs. Best of all, you know exactly 
how much goes in and out—no politician can raid your retirement or underfund it.
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Gov. Tom Corbett and lawmakers will take away my hard-earned pension 
with their proposals.

FACT: Gov. Corbett’s proposed pension reform plan will not make any 
changes to the pension benefits you’ve already earned, nor would it touch 
those of retirees. The Pennsylvania Constitution guarantees both.8 The 
main reform would be to put all newly hired workers into a transparent 
401(k)-style plan, which states such as Michigan and Alaska adopted as 
their pension systems became unsustainable. Other reforms lawmakers may 
negotiate include changing the unearned future benefits of current workers, 
and adjusting the final pay used to calculate a worker’s pension.9

These reforms may sound drastic, but the reason is simple: Pension costs are 
ballooning so quickly, they threaten to gobble up funds for education, public 
safety and welfare spending. Without changes, school districts will likely pay 
pension obligations by laying off more teachers and cutting programs. By 
adopting real, comprehensive pension reforms now, Pennsylvania can save 
our jobs, schools and cities.

Public retirement plans should be affordable for taxpayers, have predictable costs for state and 
local governments, and be paid while workers are currently working and not by future generations. 
We should:
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Genuine Pension Reform: 5 Solutions

FACT: With officials having promised too much and paid too little, Pennyslvania’s 
troubled state pension funds are now relying on expensive Wall Street investment 
firms to close looming deficits. In 2006, The State Employees’ Retirement System 
(SERS) spent $3 billion on six private investment firms to buy risky hedge funds, 
in hopes of earning lavish returns to cover its pension shortfall.5 

A Deloitte study found that 401(k) plans cost the same or less than traditional 
plans to administer. The median “all-in” fees—which cover all the financial costs 
and interest of an investment—were 0.72% of assets, and administrative costs for 
larger 401(k) plans were smaller.6 The administrative costs and investment fees of 
SERS and the Public School Employees’ Retirement System (PSERS) were 0.91% 
and 1.10% last year, respectively.7

State-owned pension plans cost less to administer and invest than 401(k)  
plans managed by Wall Street firms.
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1. Establish a new defined contribution plan like a 401(k) plan for new state and local 
government workers, school employees, judges, and legislators.
2. Prohibit new borrowing to finance pensions for all public pension systems (as already done 
for statewide plans). Borrowing only increases debt and taxpayer risk.
3. Don’t allow accounting gimmicks that make pension liabilities look smaller or permit delays 
in paying for workers’ pensions.
4. Consider modifying unearned benefits and eliminate loopholes that allow people to game 
the pension system, to prevent rising pension costs forcing cuts in education, public safety  
or other essential programs.
5. Fully fund existing pensions without increasing taxes.
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